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ABSTRACT 
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presents an overview of the problem, (2) reviews probability theory, 
(3) discusses the selection of the proper empirical probability 
distribution to be used in the study, (4) uses the normal 
distribution to develop a cost control chart for dollar costs of 
manufacturing supplies, and (5) discusses the use of simple linear 
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I . SUMMARY 



In surveying current literature and evaluating the standard cost 
systems In use today, we find a need for changes to remedy the weaknesses 
of the present system. Seemingly, the most appropriate means of making 
such changes Is through the use of probability theory and associated 
statistical techniques using computer technology. 

Thus, the writer In suggesting changes In one area, the treatment 
of overhead costs, has hypothesized that “the effectiveness of standard 
costing In planning and controlling overhead costs can be Increased 
through the use of probability theory and associated statistical tech- 
niques." 

In order to test the hypothesis, the writer (1) presented an 
overview of the problem, (2) did an extensive review of current litera- 
ture (the results of this review are not Included per se In this report), 
(3) reviewed probability theory, (4) discussed the selection of the proper 
empirical probability distribution to be used In the study, (5) used the 
normal distribution to develop a cost control chart for $ costs of manu- 
facturing supplies, and (6) discussed the use of simple linear and mul- 
tilinear regression and correlation analysis for budgeting overhead costs. 

The methods employed can be used, with minor adjustments, for 
any type of operational costs in Industry and other areas such as govern- 
ment and education. 

The major problem of using this approach In Industry Is obtaining 
the cooperation of operational personnel. A simlllar problem exists In 



government and education, but to a larger degree. In these areas the use 
of appropriation budgets with the feeling of need to spend the entire 
amount Is present. Also, there Is no backlog of standard cost data upon 
which to base the approach. 

The approach suggested can be used In government and education 
after such problems are overcome. 

The methods suggested In this paper will be tested with case 
studies as the concluding portion of a doctoral dissertation. 

II. THE PROBLEM 



Throughout the entire history of the accounting profession, 
accountants have been seeking new and more efficient methods which will 
provide more extensive quantitative data to be used In managerial de- 
cisions. The greatest break-throughs are occurring at an accelerated 
rate, especially since the advent of modern computer technology. 

The field of cost accounting, because of Its very nature, lends 
Itself to the use of modern computer technology coupled with methods 
derived from the areas of statistical analysis and operations research. 

We have merely begun to utilize these areas in the solution of cost 
accounting problems. However, there are many problems yet to be solved. 

This paper is concerned with one such problem area. This prob- 
lem area is that of one phase of the standard cost system. 

The role and responsibilities of cost accounting in regard to 
overhead costs . The duties of the accountant are necessarily Inter- 
woven with managerial planning and control. This statement Is especially 
appropriate in relating the role of the cost accountant, since he Is 
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being called upon more and more to provide the quantitative accounting 
data which Is necessary to sound managerial decisions In our complex 
business world. This Is true In dealing with the planning and control 
of overhead costs* as well as, materials costs, labor costs, distribu- 
tion costs, administrative costs, etc. This basic role remains unchanged 
whether you are using a standard cost system or some other cost account- 
ing system. 

The role or roles that standard costs are supposed to perform 
must be clearly distinguished before any attempt Is made to discuss pre- 
sent-day standard costs and their effectiveness In these roles. 

Gillespie 1 Indicates that standard costs are called upon In the 
following areas: (1) cost control and reduction, (2) price determination, 

(3) Inventory valuation, and (4) clerical economy. Vance 2 agrees with 
these four and adds the forcing of effective managerial review of costs 
as a prime function of using standard costs. 

Pate, In discussing the functions of standard costs, made the 

following comments: 

The highlighting of “out-of-line” costs through 
variances Is Inherent In the standard cost system, 
facilitating management by exception. Standard costs 
based upon engineered standards embodying a practical 
low-cost operating plan to produce normal volume of 
salable product, provide the basis for developing budgets 
to be used In measuring performance. 3 



lCecIl Gillespie, Cost Accounting and Control (Englewood Cliffs, 
N. «J.: Prentice-Hall, Inc., 1957), pp. 4U3-b. 

2 Lawrence L. Vance, Theory and Techni que of Cost Accounting. 

(Rev. Ed.; New York: Henry Holt and Company, 195BJ, p. 371. 

3d. L. Pate, "’Standard" Features of Standard Costs," N.A.A. 
Bulletin , XL (August, 1959), p. 57. 
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